Latin America is close to the global average in living standards, and it has neither converged nor diverged from the United States over a 44 year period. Latin America seems to be stuck.
Introduction
Latin America has been one of the most prosperous regions among Emerging Economies in terms of many indicators, including per-capita income. For many years, it grew at a faster rate than the rest of the world, and GDP per capita exceeded the average for the world. It was and is a source of primary 2 At market exchange rates, the average income of a Latin American is a bit lower than the world average: $7,028 compared to $8,531 (in 1 Converging is understood as moving rapidly toward the levels of income of the advanced economies, and away from the current stagnation, characteristic of the middle-income trap 2 Using current PPP dollars.
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Latin America has Lagged
Behind East Asia 1990 1980 1970 1960 1950 1940 1930 1920 1910 1900 GDP per capita ($) 5 East Asian high income countries 8 Latin American middle income countries 5 East Asian middle income countries 1 broad fiscal imbalances seem to have been overcome, even though not everywhere and not permanently. While the recovery from the current crisis seems to be proceeding at a relatively slow pace, the region possibly suffered less than most, with a few notable exceptions, like Mexico. While this may have reflected to some extent a rebound of commodity prices, it also is accounted for by the regained strength and the relatively solid performance of a well-managed, although small, financial system. 8 These developments have placed the region's economies in a complacent plateau, focusing on their progress with respect to other Latin American countries and not with respect to the world. But underlying these achievements, Latin America is falling behind as previously noted, and the prospects for a sustained catch up, as happened in the past, are poor without a change in strategic attitude. The current attitude will lead to a continued and continuous decline in the importance of Latin America in the world, and with increasing gaps in terms of per capita income.
While progress has been made regarding poverty, income distribution in Latin America shows the highest concentration, with correspondingly the highest Gini coefficients of any region ( Figure 6 ). The poverty numbers suggest that the problems of distribution are between the highest income earners and the rest of the total population including the growing regional middle class, and not the poorest of the poor. The actual picture is even more marked, however, as the Gini statistics fail to capture total income, particularly the unrecorded income of the very rich. To some extent, this reflects a significant level of exclusion at the lower levels of income and high concentration at the top, with average wealth levels among the very rich well in excess of that in other areas of the world, including in the US and 8 The depth and the duration of the 2008-09 global recession will remain debated amongst academics and policy makers. Many took the experience of the Great Depression as indicative of what may happen. Then, as well as in the post-World War II recession, growth exceeded its long run average during a recovery phase before returning to trend, compensating for the down period. There was little impact on permanent long-run income levels. But that period was exceptional, given the level of destruction of human and physical capital during the subsequent war. Separating the "natural" recovery from the Great Depression from the effects of World War II spending is almost impossible. The relevance of that recovery for the current crisis may well be questioned.
Notwithstanding, the post-War experience with recessions is that as the recovery gathers steam, countries grow faster than potential output. In general most analysts do not foresee a permanent impact of the current recession. As the crisis abates, growth is likely to exceed its long run average during a recovery phase before returning to trend, compensating for the down period.
The IMF has reviewed the history of financial crises and concludes that while medium term growth recovers to trend levels, output remains below trend, by an average of 10 percent. However, the IMF analysis is simply a description of what has happened compared to pre-crisis trends. This kind of analysis has a bias: the pre-crisis trend (which the IMF takes as the period covering the ten to three years prior to the crisis) may be part of a longer-term boom which in turn precipitates the crisis, and should not be counted as the long-term trend growth rate. All these caveats underline an essential point: the forward-looking figures are scenarios and not a projection or forecast. Economic growth has accelerated in recent years but current policies seem to allow for an increase in income of no more than 3.5 percent a year. Just to preserve Latin America's share in world GDP, economic growth would have to increase to an average 5 percent a year. This cannot be achieved within the current strategic and policy framework, or with current levels of savings and investment.
Productivity and its Effect on Performance
A key underlying factor in Latin America's performance has been the region's productivity, as reflected in the measure of total factor productivity (TFP). The components of growth of Latin America, other selected regions, and the world are shown in Table 2 . Latin America's GDP growth has been very similar to that of the world but the components of growth are very different. While Latin America has registered higher growth rates in both capital and labor, its performance with respect to TFP-negative growth has been much poorer.
In 1980, the region's TFP averaged around 40 percent of the US, which was high relative to other developing countries. As shown in Figure 8 , TFP has remained virtually stagnant over the past three 9 An annual survey by Cap Gemini, a consultancy, and Merryl Lynch, now owned by Bank of America, shows that the average level of assets of high worth individuals with assets in excess of $1 million (excluding their residence, and land holdings) in Latin America, is two times higher than the average world-wide. Table  2 Source: Centennial Database.
Trade/GDP Ratio (adjusted for population) Percentage change 1 other parts of the world. New capital in itself does not entail improved TFP. However, the technology incorporated with new higher-quality investment, and the accompanying improvement in human capital will result in higher productivity and growth. Thus, the low level of investment has resulted in a slower process of innovation.
Other aspects with direct impact on TFP include the poor overall performance with respect to the quality of education relative to international standards (Figure 10 ), and low technological readiness compared to other regions ( Figure 11 ). The quality of infrastructure, reflecting the low levels of investment, compares poorly with other regions (Figure 12 ). Economies in the region are also hampered by the business environment, as is captured in the Ease of Doing Business indicator ( Figure 13 ). The regulatory environment has resulted in the highest degree of informality of all regions ( Figure 14 ). All of these factors have contributed to the poor competitiveness of the region (Figure 15 ).
In addition, the holdings of assets abroad, excluding direct investment by local companies, is very significant for some of the countries in the region, sometimes exceeding the level of debt and FDI of the countries themselves. These holdings had been a reaction to poor policies-only recently corrected-and detract from the growth potential of the region. Should sound macroeconomic policies persist, repatriation of these holdings could be a major source of the much needed capital and technology transformation.
A Focus on Ideology versus Outcome
A main characteristic of the economic history of Latin America has been the emphasis on ideology and ideological policies, as opposed to Asia's emphasis on outcomes. Speaking in simplistic terms, the approach to growth in many Latin American countries can be construed as "get the policies right and growth will follow". That applies particularly to macroeconomic policies and Latin America has an enviable track record of finally putting its fiscal and monetary house in order, with Chile leading the pack of those countries developing fiscally responsible rules. But the results from such an approach have not been fully reflected in higher growth. Macroeconomic stability is a necessary component. However, for this to take place, there is a need for pragmatism and to have 'rapid growth' as the objective, which also means better education, infrastructure, etc.; and government support for better technology. Chile estimates its potential output growth to have fallen to 3.9 percent. For a country at its income level, a long-term growth of 5 percent per capita should be achievable.
The attitude in Latin America stands at odds with the leadership on growth that is one of the ingredients of long-term success identified by the Growth Commission. The Commission highlights the benefits of a national purpose in pursuing rapid growth, endorsed and sustained in a consensus among political parties. In East Asia, which is recovering rapidly from the Great Recession, the past year has been one of determined efforts at structural reform and reinvention to take advantage of the changing world environment. It is that single-minded focus on growth which appears to be one secret of Asian success stories. East Asian approaches can be characterized as "set a growth target and adjust policies to make sure it happens". There is a pragmatism that serves to overcome deeply-held beliefs when the growth engine is threatened. 
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A major lesson of the East Asian success in the past fifty years is that Latin America needs to pursue a longer term and more pragmatic and non-ideological set of policies, based on market principles and measured government intervention, but with the understanding that the policies should be aiming at attaining commonly agreed sustainable social and economic outcomes. Under this pragmatic approach, policies and the mix of government-private sector association would be adjusted as needed to realize the outcomes sought under the shared vision (while respecting the principles of good governance, transparency, and with a good understanding of the costs of these policies).
Of equal importance, there must be a consensus on policies and objectives within the region toward better integrating production processes across regional economies. This is in contrast to the current practice, where policies in one country are introduced at the expense of others rather than seeking to exploit the comparative advantages of each country for an adequate integration with the rest of the world.
In summary, Latin America presents a mixed picture, but with a clear tendency toward a loss of relevance and relative importance in the world economy. Today, Latin America is becoming an increasingly left-behind continent, for good and for bad reasons:
• The region has been lagging in terms of growth, with the possible exception of Chile, Peru, and other small countries. Even Chile's growth performance is slowing.
• With the clear exception of Haiti, now even more so, and to a lesser extent Bolivia, Honduras and Nicaragua, Latin America is too prosperous for continued concessional aid, which is good in terms of poverty but not so in terms of financing.
• There are no major crises of macroeconomic management, and even those that still are present to some extent, like in Argentina, Ecuador and Venezuela, are generally more manageable and less traumatic than in the past. This is good from a fundamental growth perspective, but may reduce the incentives for reform in some of the countries as it is not seen as urgent.
• The times of easy growth have led to relatively high degrees of urbanization, moderately good levels of basic education and a limited technology gap.
However, the earlier gains are being eroded. Moreover, the region seems to be mired in the Middle
Income Trap (see Box 1):
• Too rich to be globally competitive in basic manufacturing.
• Too poor to be competitive in advanced materials and innovation.
It is necessary to make fundamental policy changes, strengthen and rationalize institutions, and streamline the political process to a significant degree. The required changes are doable, but they require pragmatism and consensus on objectives and, of equal importance, significant and drastic action now. The reason for expecting an acceleration of global growth is that the share of rapidly growing economies has now risen to almost one-half of total output, while the share of slow growing countries has fallen. As faster growing countries also tend to have appreciating exchange rates, global output growth at market prices will accelerate simply because the fastest growing economies in the world (China and India) are also becoming ever-larger shares of global output at market exchange rates.
The model assumes that "advanced" country real potential output growth will slow in the next 30 years to 2.3 percent, from 2.5 percent over the last 10 years. Meanwhile the "convergers" could also slow to 8.2 percent, from the 8.4 percent over the last 10 years.
One reason that developing countries are growing faster than developed countries is that they are younger, still at an early phase in their demographic transition. Global demographic shifts are inexorably changing the distribution of global economic activity. Today's rich countries accounted for 22 percent of the world's people in 1965, but only account for 15 percent today, and their share is forecast to shrink to 13 percent of the world total by 2040. Overall, the world will add 2 billion people by 2040. But the population in today's rich countries will grow by only an estimated 100 million. Ninety-five percent of the population increase (excluding migration) will be in developing countries, mostly in Africa.
Latin America under the Business-as-Usual Scenario
How is all the more disappointing as Latin America is potentially able to enjoy a demographic dividend in the coming years-its labor force will grow more rapidly than its population for the next thirty years. Chile is the only Latin American country in the sample to meet the criterion for inclusion in the "convergers" category of having a track record of at least 3.5 percent per capita income growth over the past twenty-five years, at least prior to the recent earthquake, and as recognized by its accession to the OECD.
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But Brazil, Mexico and other Latin American countries do not meet the criterion. What is shown in the business-as-usual scenario is what would happen if they continue down a path of relatively low TFP growth and relatively low capital investment. At the end of the day, the policies which will generate convergence depend on these two key variables.
Latin America Convergence Scenario and its Payoff
If a few key economies in Latin America could enter the club of "convergers" it could make a radical difference to the region's prospects. To investigate this, the model was re-run with four major Latin American countries moving into the "convergers" category, meaning they undertake the policy reforms needed to benefit from catch-up growth. The scenario is incomplete in the sense that investment rates in the selected countries would probably also increase in such a scenario, but this is not modeled. Nor is the spill-over effect onto neighboring countries which could also be substantial.
Two large and two mid-sized countries are selected as the four newly-converging Latin American economies, joining Chile in this classification. The choice is arbitrary, and implies that countries The convergence scenario presented above is far from easy to achieve. Latin America has seen many examples where fast-growing countries suddenly found themselves in a crisis, frequently selfmade, and not growing at the rate they used to. Argentina over more than half a century, Mexico after
Source: Estimates by authors -2010.
Per Capita Income-Alternative Scenarios (market ER) Although recent growth has been better, Brazil has still not demonstrated a track record of sustained fast growth that would allow it to converge rapidly with advanced economies.
Three assumptions support the convergence scenario:
1. The world is in the midst of a major restructuring-with the relative economic weight of developing countries in general and Asia in particular, set to continue becoming larger-and this restructuring can continue to proceed peacefully.
2. The current financial turmoil is being managed well, with global growth resuming and the existence of firmer principles governing the financial world. Still, there are considerable doubts about the pace of economic growth in the years ahead, with some likelihood that the average rate of potential growth for the world may decline.
3. The difficulties that many Latin American economies have had in becoming advanced are due to policy and strategy shortcomings-and are not immutable on account of natural, social, and ethnic characteristics.
IV. A Strategic Framework for Convergence:
A Shared, More Ambitious Vision for the Region Given Latin America's rich natural endowments, there is no reason why Latin America cannot do as well as East Asia. Indeed, as demonstrated by the successful Asian countries, the region's destiny is firmly dependent on its own actions. Only through its own efforts will the region prosper. To do so, all concerned-governments, bureaucracy, the business community, academia, think tanks, media, civil society and other opinion makers as well as multilateral agencies active in the region-must adopt a laser-like focus on simultaneously achieving a much more inclusive and equitable society and much higher economic growth. The region's leaders must aim much higher, be pragmatic and focus singlemindedly on achieving this vision. Such a vision, and a sincere commitment to realizing it, must be shared both within the countries themselves and across the region as a whole. This commonly shared vision must be accompanied by a very different mindset across the political and social landscape:
abandonment of the past ideological divides and adoption of pragmatism, as has been the case in • East Asian countries have much higher savings rates (51 percent vs. 23 percent of GDP) and investment rates than Latin America.
• East Asia has placed much greater emphasis on human development and put a high premium on meritocracy in its education system. It has achieved much higher educational standards and graduates a significantly higher number of engineers and scientists than Latin America, in relative terms.
• East Asia's investment, public as well as private, in infrastructure has been much higher than in Latin America, and it has deeper financial markets, particularly non-bank financial institutions.
• NICs have much more open economies than Latin America, with total trade to GDP ratios of 159 percent vs. 41.5 percent for Latin America.
• The structure of production in East Asia has changed dramatically in the past forty years with the region becoming the manufacturing hub of the world, while Latin American economies remain highly dependent on commodities and agricultural products.
• Even as East Asian economies moved from low-income to middle-income and finally to upper middle-income status their income distribution and other social indicators have remained much more equitable than Latin America, which has the highest disparities of any region in the world. East
Asia's more equitable distribution of incomes and assets allowed it to develop a large middle class as soon as the countries achieved middle-income status and this fast growing middle class became an engine of innovation, entrepreneurship and domestic consumption that fuelled further economic growth (see box on page 14). In contrast, Latin America's huge income disparities led to a much slower development of its middle class at similar national per capita income levels, even though the numbers are far from small.
• In the last decade, the institutional business and investment climate has been much more favorable in East Asia, thus helping to generate the growth momentum that can be observed today. The process has been market driven, helped but not explained by the emergence of China and its strong connections with some of the more advanced countries in the region. Given the diversity of the region and differing resource endowments, human capital, structure and efficiency of individual countries as well as vastly differing institutional capacities, it is neither prudent nor possible to lay out a detailed strategy for achieving this common vision across the entire region.
That can only be done at the level of each individual country.
However, learning from the region's own experiences in the past forty years and contrasting them with East Asia, it is possible to define the broad contours of the strategy required to achieve this more ambitious vision. Latin America needs to adopt an approach that comprises three complementary pillars ( Figure 18 ):
• More Inclusion
• Higher Productivity
• Greater Competition and Openness
Most importantly, actions under these three pillars will need to be underpinned by improved governance and accountability for results. As with many developing regions, Latin America's Achilles
Source: Centennial Group. heel-the biggest hurdle to Latin America achieving a sustaining a more inclusive society and higher economic growth rate over the next thirty years-is its poor governance in all its facets.
Three-Pillar Strategy for a Prosperous Latin America
Only through the pursuit of this three-pillar strategy will it be possible to visualize a prosperous Latin America.
More Inclusion
Latin America has recently made important strides in improving the conditions of its poor people.
Nonetheless, income and wealth distribution remains highly skewed. Politically and socially, the current situation is unsustainable. Tackling Thus, contrary to the view that there is a trade-off between growth and equity, striving for a more inclusive society promises a win-win situation. The fundamental approach to achieving a more inclusive society will involve the removal of numerous current structural inequities, widening access to quality education and other public services including rural infrastructure, breaking the current economic dominance by entrenched vested interests, as well as ensuring jobs and finance to those who are today left at the margins of the society, toward building a large middle class. Such an approach must be clearly distinguished from, and goes well beyond, the ongoing efforts in countries such as Brazil and Mexico that have been generally successful in reducing poverty and indigence (See also Box 3 on Photo Credit: CAF 1 the importance of the Middle Class).
Higher Productivity
Clearly, Latin America must strive harder to achieve a much higher economic growth than it has managed in the past forty years (and even in the last five years), while reducing the historic dependence of its economic fortunes on the ups and downs of international commodity prices. Certainly, the contribution of natural resources to the creation of wealth in the future must continue. Latin America would be ill-advised to turn its back on its natural endowment. However, as has been the case of other countries and regions with equivalent natural wealth, Latin America needs to broaden the base of its output and income, and better integrate its population to the benefits of economic growth. A more technology-intensive approach to these resources and a better integration within the region and with the world, supported by a more operationally educated and integrated labor force and a deepening of its capital base will be of the essence. Only in this way can the region break from its spotty and disappointing economic growth path.
In this context, the link between investment, total factor productivity (TFP) and growth is particularly important. Enhanced growth prospects need to be underpinned by higher TFP. Improvement in Japan also benefited from a sizeable middle class when growing from a middle income country to a rich one. In 1965, Japan's per capita income was $8,200 (PPP) and its middle class was 48 percent of the population. Japan was able to achieve per capita growth of 4.8 percent per year for the next twenty years.
Importance of the Middle Class in Fueling Growth GDP Per Capita, 1979=09; 1994=100
Box 3 1 TFP, in turn, is explained by the improvement in human capital and technological progress embodied in higher investment, supported by an environment and policies that promote higher investment.
The strategic framework to change Latin American prospects and preserve its relative importance is thus dependent on two central and interrelated issues: the quality of economic policies and the likely needed increase in investment levels in a number of specific priority areas (discussed further below).
Together, these two factors would allow for the increase in total factor productivity that is essential for Latin America to preserve its relative importance. To do so, other countries in the region will need to join Chile and the club of converging economies.
In broad terms, investment in Latin America has hovered around 20 percent of GDP, more or less in line with the levels observed in the advanced economies and the Middle East, but far short of the level of around 35 percent observed in Developing Asia and the NICs (Figure 19 ). It should be noted that the current low levels of investment may reflect low returns from appreciated exchange rates and/ or high and distorted taxes and other legislative and administrative barriers. While exchange rates may not seem overvalued from a general equilibrium balance of payments point of view, the current equilibrium may reflect existing inefficiencies, including a poor income distribution and exclusion. In fact, exchange rates may end up being more depreciated if distributional issues were not tackled in the current form, namely, through high taxes on imports. Such protectionist domestic policies tend to lead to an appreciation of the currency, although offset in some cases by taxation on exports.
In principle, a combination of adequate polices, and an associated level of investment of about 30 percent of GDP would provide for sustained growth. This level of investment would in practice entail a doubling of net investment (i.e. net of depreciation and obsolescence). The magnitude of the effort is very large, and could not be accomplished without a large increase in the ability of the government to increase its investment, and in the commitment of the private sector to the national and regional economy. Of course, these would be directly dependent on increased savings, both in the private and public sectors.
Within the broad investment magnitudes, it is clear that public finances would have to be made available in order to mobilize additional resources. While fiscal positions in Latin America have tended to strengthen, and became less dependent on foreign and domestic borrowing, public capital expenditure has not followed an equivalent behavior. Current expenditures and social programs have been given greater priority. Thus, any new growth strategy will need to consider a rebalancing of the current/ capital expenditure mix. Moreover, the additional resources would have to be channeled in large part to infrastructure and other productivity-enhancing areas such as R&D, preferably with private support.
In the same context, it will be imperative for Latin America to promote savings as an essential component of increased investment. Savings rates in the region of about 20 percent of GDP compare with rates of over 30 percent in the NICs and close to 50 percent in China (Figure 20) . However, studies carried out by the IDB (Haussman, Talvi and Gavin) strongly suggest that savings are dependent on economic growth, more than the other way around, at least initially. To that extent, the low level of savings registered in the region may reflect not so much an impediment to growth but a reaction to low and volatile rates of growth 13 , as documented by Latin America's record of numerous years of growth rates below 1 and 2 percent. In this sense, savings can be expected to pick up as conditions for growth improve over time. Of course, it will be necessary to address specific impediments to savings, in terms of the stability of the financial system, and a tax system and legal structure that creates incentives for capital flight, beyond the corporate investment observed more recently, and for investment in low-yielding but value-preserving sectors.
Greater Competition and Openness
The third pillar of the new strategy for the region should be promotion of much greater competition, both in internal markets and with external sources. Given the relatively smaller share of trade in total GDP, Latin American countries must give the highest priority to enhancing domestic competition, starting with the dismantling of monopolies-whether public or private-and enforcement of well-structured competition laws. In parallel, there is a need to promote and facilitate much greater openness to other countries in the region, closer links with fast-growing Asia that is emerging as the new center of gravity of the world economy, and the dismantling of remaining barriers to trade and investment with the global economy as a whole. 
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Developing Asia Western Hemisphere 1 privatizing many activities that were not considered as central to the role of the state or of strategic relevance; this was accompanied by significant efforts to improve the operations of many State owned enterprises to help them compete better in a world marked by increased competition, and increasingly demanding financial markets. There were many different methods pursued for the sale of government assets, some of them seriously flawed. In some circumstances, public monopolies were replaced by private monopolies.
Under these circumstances, improved domestic competition remains a work in progress in the region. It is true that given the size of many of the economies of the region it is not justified to have a myriad of enterprises within one country. However, this applies to very specific types of activities, for example, the presence of only one or few extractive industry companies in a small country. Frequently, the dominance in the market is accompanied by restrictions on imports of goods and services, or limitations to investment in specific areas, and thus helps consolidate the monopoly power of the companies. Regional integration and the consolidation of markets may increase competition, although at times this resulted in the extension of monopoly powers to particular companies across countries in the region.
While it is beyond the focus of this book to deal with the specific area of domestic competition, the consolidation of the competitiveness and productivity aspects of economic policy rest in significant part on the opening of markets. It is important to note that the increase in exports to Asia is based mainly on raw materials, including fuels, agricultural commodities and metals-particularly the export of iron ore and copper to China. This is in line with the composition of the region's exports, which is dominated by primary commodities and fuels which account for 56 percent of total exports (75 percent if Brazil, Mexico and Venezuela are excluded). The limited exports of manufactures (mostly from Mexico and Brazil) are concentrated in the low to medium technology end. The region stands to make significant gains by increasing the valueadded of its output and exports and, within manufacturing, to move up the technology ladder-also a critical measure for getting out of the middle income trap and making progress toward high income status.
Finally, dismantling of remaining barriers to trade with and investment from the global markets as a whole will be a very powerful vehicle to curb the current monopolistic power of large companies, to increase competition at all levels, and to spur innovation.
Specific Elements of the Convergence Strategy
To complement the broad contours of the three-pillar strategy described above, the region must invest in and focus on a number of specific priority areas in order to achieve the shared, more ambitious 1 vision of convergence:
• Promoting equity and inclusion
• Developing human capital
• Fostering technology development and innovation
• Upgrading and integrating infrastructure
• Advancing regional cooperation and trade
• Improving governance, institutions, and implementation
These six issues are discussed below and are also further elaborated in detail in their appropriate chapters in Part 2 of this book. They by no means constitute a comprehensive list, but they are the most critical issues/themes that require immediate attention by the region's political leaders and policy makers. Significant strides in these areas are essential to ensure the much needed continuous improvements in total factor productivity that can underpin sustained growth.
Two other areas, not covered at any length in this book, also need to be addressed urgently:
• Environment, including the deforestation challenge in the Amazon region and the generation of capital flows under the global cap-and-trade regime.
• Improved security and quality of life, particularly in urban centers.
A. Promoting Equity and Inclusion
Latin America is one of the most unequal regions of the world and it has been like that for decades if 
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Figure 21 1 targeted transfers to the poor. The fall in earnings gap, in turn, is mainly the result of the expansion of coverage in basic education during the last couple of decades, as discussed further below.
The upgrading of skills of the poor, however, could soon face the "access-to-tertiary education" barrier-mainly due to the low quality education they receive in previous levels-and thus the decline in inequality may not continue when that barrier gets hit. In addition, despite the undeniable progress in making public policy more pro-poor, a large share of government spending is neutral or regressive in the distributive sense and the collection of personal income and wealth taxes is low. To continue on the path towards more equitable societies, making public spending more progressive and efforts to improve access to quality services-education, in particular-for the poor and the indigenous and afro-descendant populations are crucial.
While Latin America has more income inequality, the percentage of people below the extreme poverty line tends to be lower than for many of the larger Emerging Economies. (See Figure 22 , which compares inequality and poverty in a number of Latin American and Asian countries.)
There is evidence that the region has been gradually moving in the "right" distributive direction.
In particular, governments have been making a greater effort to correct for inequality in the distribution of opportunities, particularly as it refers to access to basic education. In addition, as mentioned above, governments have actively reduced poverty through direct transfers to the poor. However, a large share of public spending is still neutral or regressive from the distributive point of view and new measures can go in the direction of making it even more regressive. And taxes, in particular personal income taxes, are severely underutilized as a redistributive instrument in a region with a substantial number of ultra-high net worth (i.e. super rich) individuals.
As discussed earlier, while educational enrollment has become undoubtedly and significantly more equal, the same cannot be said regarding the distribution of the quality of education. If the state wants to continue strengthening the path of equalizing opportunities through education as a way to equalize the distribution of income, addressing the inequality in quality levels of basic education and finding ways to compensate for the opportunity cost so the young poor can attend tertiary education must take priority in the public policy agenda.
The dynamics of inequality in Latin America respond to its political dynamics and the power exercised by its elites. There is evidence that market liberalization might have replaced one group of predatory elites by another group who is equally predatory and which uses their newly acquired power to retain privileges and monopoly rents. An understanding of the role played by elites in Latin America in limiting growth and perpetuating inequities will be a necessary step if state action is to correct them in its budgetary interventions and in how it affects institutions and norms.
The analysis of income inequality presented above is based on household surveys which do not capture the incomes of the truly wealthy. The production and access to more accurate information to estimate income concentration and the incidence of taxes and public spending is essential to enhancing transparency, accountability, fairness and efficiency of the state.
Experience in other regions suggests alternatives which involve the development of institutions that assure genuine equity and provide incentives for innovation, investment in physical and human
1
Note: The common internationally-used $1.25/ day per day, rather than the $2.50 generally used in Latin America, was chosen for this graph in order to provide a simple comparison with Asia but one must keep in mind that purchasing power is very different in the two regions. • Laying the institutional bases for competitive and effectively regulated markets, including in the area of labor.
• Intensifying efforts to include segments of the population left out from the process of modernization-the indigenous groups and afro-descendants in particular.
This chapter does not specifically cover spatial inequity which is tough to resolve, as illustrated by the lagging regions in the northeast of Brazil, or the mountain regions of the Andean countries.
Continued decentralization with enhanced accountability to citizens, together with adequate monitoring and quality control offers a promising route to address this challenge.
B. Developing Human Capital
Elementary and Secondary Education
High quality education can make a significant contribution to a country's development. It boosts earnings and stimulates economic growth. It is a powerful tool for moving people out of poverty and improving the distribution of income. And it can foster democratic governance by creating an informed citizenry that can make good decisions. The region has made real progress in education. In virtually every country, governments have increased spending on education-building schools, adding teachers, raising salaries, and enrolling more children (Figure 23 ). These efforts have clearly expanded the quantity of education (in terms of the number of children attending school), but spending per pupil is low (Figure 24 ), and there is little evidence that they have improved the quality of education (measured
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Figure 23 
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Figure 24 Source: UNESCO, 2010, Enrollment is much higher than the average for the world. However, the coverage of education is far from universal, with one quarter of pre-school children not having access to schooling, with only 70 percent of high school age students being enrolled, and with a high rate of attrition. And, unfortunately, Latin American schools-from pre-school to graduate school-provide low-quality education that fails to meet the needs of countries or students. Poor and minority students, mainly those enrolled in public K-12 schools, are particularly ill-served.
The Latin American countries that participate in PISA (Program for International Student
Assessment) all show performance that is below what would be predicted given their countries' expenditure per student. A large share of the region's scarce resource are "lost" to inefficiencies such as high repetition rates or poor teaching, and few countries are spending enough to provide poor children with the additional attention they need. Also, wide variations in spending among countries translate into differences in the quality and equity of education that children receive. Even relatively well-off Latin American students fail to excel by world standards. In five of six countries (Chile being the exception), the richest 20 percent of Latin American students failed to outperform the poorest 20 percent of European OECD students in all three subjects (reading, math and science). While few studies track how many people speak English in any given country or their level of proficiency, existing evidence suggests that Latin American governments give English relatively low priority, and less priority than East Asian competitors.
Education is widely agreed to be one of the most powerful tools for reducing inequality. But government spending on education, despite significant growth, is making only limited headway in reducing inequality, and the region's school systems do little to reduce inequality. Poor children in Latin America tend to begin school later, repeat more grades, drop out sooner, and score lower on tests than their better-off peers-regardless of their gender, race, ethnicity, or area of residence. Differences are often greater among disadvantaged racial and ethnic groups. Indigenous children are less likely to enroll in school, and they graduate later than their peers. These gaps widen at the secondary level.
Similar disparities exist between Afro-descendant children and their white counterparts.
Public spending on primary and secondary education is for the most part pro-poor or at least neutral, since most middle-and upper-class families send their children instead to private primary and secondary schools. But governments tend to overspend at the tertiary level so as to provide tuitionfree higher education for all. Public spending per higher education student in Latin America is often five (or more) times public spending per primary school student in Latin America, compared with ratios of approximately 1:1 in countries like Spain or Canada. Since the vast majority of students from poor families never reach the tertiary level, the result is a massive subsidy to the middle-class.
Latin America has, however, done a relatively good job of closing the gender gap in education.
Girls are as likely, and in some countries more likely, to enroll in and complete their schooling as boys.
Average scores from countries participating in international exams show girls doing better than boys 1 in reading, boys doing better than girls in math, and only sometimes in science. The big exception is indigenous girls, who remain at a disadvantage in virtually every country.
The chief obstacles to improving the region's education systems are both technical and political, and reform strategies need to address both aspects, if they are to be effective.
On the technical side, most ministries of education are weak-even incompetent-and so have limited capacity to manage a large and diverse education system. Teaching does not attract the best and brightest applicants-in part because training is inadequate, standards and prestige are low, incentives do not reward merit, and management is poor.
On the political side, government leaders are reluctant to anger powerful interest groups that benefit from the status quo-such as teachers' unions or university students-and can mobilize protests or shut down schools. The clients of public schools-mostly poor families-have almost no power in the school system. They have little information on how schools are doing, few mechanisms for influencing education policy or practice, and no tradition of citizen activism. Those parents with real power to influence schools, primarily middle-and upper-class, send their children to private schools.
Consequently, they do not bring significant pressure to bear on governments (or on teachers unions) for improvement. The result is a system that serves the interests of teachers relatively well (providing great job security regardless of performance) but neglects the interests of parents and students (providing them with third-rate education in under-funded and poorly-managed public schools).
To redress this political imbalance, governments need to strengthen their position vis-à-vis at least some of the interest groups that have "captured" the public education system. It is important to design a carefully conceived strategy that pushes for change in a way that takes account of the political economy of addressing interests-teachers unions and university students, for example-that appear to stand in the way. A dual-prong strategy seems advisable. On the one hand, they need to reduce the inordinate power that interest groups, particularly teachers unions, wield. Doing so will be politically difficult. On the other, they need to develop a stronger, more effective demand for quality educationby parents and employers-that can provide political support for reform efforts.
Governments should make learning the central objective of their education systems, and stress policies that promote learning. They should consider the following policies:
(i) Provide all children with quality pre-school education and invest in high-quality basic education, ensuring that the poor, indigenous people, and afro-descendants are properly served.
(ii) Establish world-class learning standards in reading, math and science for all grades.
Standards should be clear, measurable and high. Teacher training, textbooks, and student assessments should be keyed to them.
(iii) Develop robust and transparent evaluation systems that regularly assess the learning of all children in reading, math and science. Results should be used to inform teachers, parents, politicians and opinion leaders and to improve schools.
(iv) Recruit top graduates into teaching by setting high standards, making entry much more selective, and training intensively in classroom instruction.
(v) Restructure teacher management, strengthening the power to hire and fire, keying pay to 1 performance, assessing effectiveness and providing in-class support. Work intensively with teachers to make sure they become effective instructors, granting tenure only to the best and removing poor performers from the classroom.
(vi) Make proficiency in English a fundamental goal of the education system. Governments should make a strong effort to provide the poor with basic writing and speaking skills in English, beginning in primary school.
Tertiary Education
While educational issues are critical at the elementary and secondary school levels, tertiary education is also showing strains. Latin America has high levels of Tertiary Education participation, and enrollment levels have improved markedly over the last ten years but are still half the average for high-income countries and well below rates in more successful economies, like the United States and Korea. Moreover, most Latin American university students do not complete their studies. Forty percent of Argentine university students drop out in the first year, and only a quarter of those admitted go on to graduate. Only a third of those admitted in Chile and half of those admitted in Colombia graduate.
The situation is similar in Mexico, where only 30 percent of those that enter in any given year graduate.
This has serious implications for education finance. Taxpayers are supporting a small cadre of (largely middle-class) college students who seldom complete their degrees, with funds that might help large numbers of poor students who are failing to complete secondary school.
The issues of quality and fields of study at the tertiary level also merit attention. Hard data on quality is scarce at this level. Two of the region's largest public universities, the National Autonomous Governments should focus their efforts on the following:
1. Conditioning funding for universities on meeting specific performance objectives. Emphasis should be placed on improving quality, strengthening science and technology, and promoting equity. Rather than channeling all public funds directly to universities, governments should experiment with providing some part of funding directly to students (principally from poor families).
2. Requiring public universities to charge tuition to those who can afford to pay. Charges should be on a sliding scale, depending principally on socioeconomic background.
However, in order to convert Latin America into a source of technological excellence, actions will be required to combine the efforts of private and public education, as well as corporate support and direct involvement.
C. Fostering Technology Development and Innovation
Innovation today is widely recognized as a major source of competitiveness and economic growth for all countries-advanced and emerging economies alike. Innovation has a critical role in creating jobs, generating incomes and in improving living standards of a society. Innovation can also be a powerful tool in broader social development including in moving people out of poverty and improving the distribution of income. "Inclusive innovation" targeted at the population at the bottom of the pyramid is gaining importance as a means of making the benefits of innovation available to all citizens. Over the As shown in Table 4 , in the Knowledge Economy, Innovation, and ICT Index, Latin America is lagging behind regions like East Asia and Pacific, and Europe and Central Asia. Furthermore, Latin
America's scores are lower than the average of all countries.
Consistent with these indicators, and as discussed earlier, the region produces a limited number of scientists and advanced degree recipients, which constrains the region's technological development. While it entails too strict a standard of comparison, OECD countries produce one new PhD per 5,000 people, while in Brazil the ratio is 1 per 70,000; in Chile, 1 per 140,000; and in Colombia 1 per 700,000. Brazil produces around 7,000 PhDs per year and scores the highest in domestically formed PhDs in the region, even when adjusted by population, (accounting for more than 70 percent of total Latin American PhDs according to RICYT's estimates). Without more qualified advanced degree recipients, the ability of countries to use and generate knowledge, adapt and use technology is limited. Table  4 1 Latin America's scientific output is also low compared to other regions, both in terms of scientific and engineering articles and patents granted.
KEI
Knowledge Economy Index in World Regions
Latin America has performed poorly in terms of its National Innovation System (NIS) consisting of the institutions, laws, regulations and procedures that affect how knowledge is acquired, created, disseminated and applied in the economy. Governments from time to time have been taking steps for promoting science, technology and innovation (STI). But most countries lack a coherent policy and related tools to implement such a policy and the actual results on the ground remain well below desired levels. Although there are exceptions, generally, the public sector dominates in most aspects of STI activities, R&D institutions are not up-to-date, innovation support institutions are mostly ineffective, use of technology and innovation by industry is low, and the workforce lacks requisite skills to generate and use technology. Also, the STI policies in the region have not paid enough attention to the structural transformation of the public R&D Institutions. The collaboration between innovation actors is either non-existent or weak.
In the global context, Latin America is still a marginal player in R&D, accounting for less than 2 percent of world R&D expenditure, well below its share of some 7 percent in world GDP, and this gap is persistent. The average R&D intensity in the region was 0.6 percent of GDP in 2006 as opposed to 2.7 percent in the USA, 3.0 percent in Japan, and 2.3 percent in OECD. Brazil, Mexico, Chile and Argentina account for almost 90 percent of total expenditure in the region. The Republic of Korea by itself spends 50 percent more on R&D than the entire Latin America region. Moreover, there is no clear trend as to the distribution of expenditure between the private and public sectors, and the private sector has a much lower participation than in advanced economies. Today, in most nations of the region, knowledge created in the R&D laboratories tends to stay in the lab, rather than being converted into licenses, patents, products, processes and services. There are problems at both the supply and demand side. On the supply side, universities and public R&D institutions which account for almost 70 percent of R&D have not created mechanisms to identify market/user needs; instead they focus mostly on the publishable mainstream science. There has not been much demand for local R&D from the industry. Government initiatives to address this imbalance have not been successful either.
The region needs to develop an integrated STI system that is driven by excellence to improve its place in the global technology ladder, as several East Asian countries (such as Japan and Korea) have done over the past half century, and as Chile, Brazil and Mexico within the region, as well as China and India are doing today. The region needs a technology and innovation system that is driven by the private sector, highly productive, globally competitive, and capable of meeting the needs of its globalizing economy. This will require an increase in R&D investments from 0.6 percent to almost 2 percent of GDP in the long run-to be invested by both the public sector and the private sector-pursuing frontier, strategic and inclusive innovation, enhancing marketable R&D, and creating a foundation to diffuse and encourage the absorption of existing and newly-created technologies. Countries in the region need to be pragmatic while designing STI policies and programs; they must give high priority to cooperation and collaboration with their regional neighbors.
To translate a technology and innovation agenda into concrete actions, Latin America will require 1 a major shift in the roles of the government and the private sector. Governments should normally be a facilitator with intelligent regulations, proper oversight, financing, enhancing private sector participation with proper policies, tax and other incentives. They should focus on public goods where social returns are highest. A large presence of the domestic private sector and FDI will ensure expansion, higher quality output and relevance where public sector initiatives have been inefficient, insufficient and unreliable. The region has much to learn from Argentina, Chile, Brazil and Mexico in the region; as well as China, India, and South Korea; and from the US, with an STI system that excels globally.
STI strategies specific to individual countries will need to be based on the scientific and technological level of the country and the technological needs of its economy and business climate.
The key recommendations that are common across the region in the area of technology and innovation are:
(i) Repositioned Public Sector. Redirect the role of the Public Sector to focus on production of public goods, and facilitate innovation by the private sector, through legislation, finance and other incentives.
(ii) Regional Cooperation. Enhance cooperation and collaboration in and outside the region to benefit from existing STI facilities in countries with better systems. This will help achieve easier, faster results and benefits at a lower cost. Access to Infrastructure Services, by Region . This comprises about $5.1 trillion for new capacity and about $2.7 trillion for maintenance (Figure 27 ). Under the revival/convergence scenario, these needs would rise dramatically, by over two-thirds, to over $13 trillion, with about $9.6 trillion for new capacity and $3.4 trillion for maintenance. In fact, by 2040, the convergent scenario's yearly investment needs would be over double those of the business as usual case.
Although the aggregate requirements are staggering, as a percentage of GDP, these needs are significantly lower than for other countries, particularly in Asia. Latin America must invest 4 percent of GDP into infrastructure in the next 30 years for the convergent case. Although, for the most part, these requirements may mandate a doubling of current levels, they are lower than the over 6 percent of GDP demands of Asia's infrastructure over the next decade.
Sectorally, power requires the largest share (about 72 percent of total requirements in the convergent case); roads are a distant second (about 11 percent); and the third-largest needs exist in ports (about 9 percent), almost all (87 percent of the costs) for new capacity.
An examination of the state of infrastructure in Latin America underlines not only the need for greater investment, but the importance of improved management. The magnitude of the infrastructure investment requirements suggests that a strong public-private partnership should be developed, both for financing and on efficiency grounds. Moreover, these efforts need to have a strong regional perspective, with the help of international and regional institutions.
An institutional framework based on a combination of appropriate incentives for private participation, independent and effective regulation, and proper planning and coordination are thus essential.
Chile, Peru and Mexico are far advanced in these areas and provide good examples for the region to follow. Governments in the region face the challenge of increasing infrastructure financing, and creating the necessary conditions to promote and retain quality investment in the sector. In particular, governments play a fundamental role in providing good institutions, and must dedicate themselves to establishing the necessary juridical and regulatory framework to promote credibility and security in the sector.
In the near term, the main focus of policy should be to:
• Further increase investment levels to overcome current bottlenecks. The region needs to invest an average of about 4 percent of GDP (including maintenance and rehabilitation) to support economic growth of 6-7 percent a year;
• Adopt programs to eliminate electricity and other shortages and accelerate completion of rural electrification and national highways programs;
• Strengthen institutional capacity, including to implement existing policies;
• Simplify and delegate government decision-making;
• Monitor results and enforce accountability.
The longer term effort should be driven by the following reforms:
• Increase the role of the private sector;
• Make markets more competitive-with stronger and independent regulatory bodies;
• Plan and design infrastructure with a long-term (30 to 50 year) perspective. (Table 6 ).
Intra-Regional Trade and Regional
Cooperation
Trade integration has been a major objective among different emerging regions. Moreover, these efforts were further enhanced by the stellar progress of the EU over the last half a century.
Asia has been able to integrate effectively without a complex institutional framework equivalent to that of the EU.
Rather, the process has occurred in response to the liberalization efforts of many of its members, and particularly Table  6 China and India. However, this has not been the case in Latin America, notwithstanding official efforts that have extended for well over a century.
Growth in World Exports
Trade flows reflect the process of regional cooperation and integration within each developing area and with other emerging economies. All areas, with the exception of Latin America, have shown a significant increase in intra-regional trade. The degree of regional integration in Asia is particularly impressive at every level, explaining two thirds of total trade for the region, and about half for the emerging economies including China.
In the Americas, the degree of regional trade including the North American countries has increased, but after reaching 40 percent, it declined and remains at about one third of total trade. However, after some years of growth, intra-Latin American trade, at some 20 percent of the total, is at about the same level as in 1980. This suggests that there has been only limited success in developing a process of integration in new activities in spite of the major efforts to establish trade agreements within the region, including trade blocks like Mercosur, the Andean Group, and the Central American Common Market, which have sought to provide the opportunity to integrate these economies (Table 7) .
There are three basic reasons for which the Latin America region should seriously consider significantly enhancing intra-regional trade, including through improved regional cooperation: a) Need for Economies to Specialize
The Growth Commission led by Nobel laureate Michael Spence found that a major characteristic of the economies that have successfully avoided the middle income trap and made an effective transition to becoming high income economies was their ability to become specialized in economic activities. Such specialization involves investments in activities with greater value-added by shifting resources-labor and capital-from labor intensive activities whose viability is dependent on low wages (and hence lower per capita income) into economic activities that have higher innovation and technology content, allowing greater returns to both capital and labor; the resulting higher wage levels in turn raise people's living standards and boost the country's per capital income.
A closer look at higher income countries (developed and NICs) reveals that, except for a few large Top 10 Emerging Markets by GDP Table  8 1 becoming globally competitive and creating high paying jobs. Closer regional cooperation in the hemisphere that facilitates much greater regional trade and investment flows that significantly expand the "home" markets can go a long way in helping the region aspire to create global players.
Percentage of Exports within Region
c) Unexploited Potential within the Region
The low trade between the Latin American economies (at 21 percent in 2009) is partly due to the past focus of both the region's governments and private business on the US and European markets. But, it also appears to be a natural outcome of the government policies that over the years have created barriers against trade and investment flows to neighboring countries. In addition, physical transport and logistics facilities between neighboring countries have also been a constraint.
It is critical that regional economies begin to tap the significant unexploited potential for greater trade and investment flows within the region by removing current barriers. The resulting increase in intra-regional trade and investment flows-combined with greater focus on Asia (discussed below)-would not only create newer, faster growing market opportunities but also help diversify the region's export markets and thus further reduce the current heavy reliance on exports to the US and Europe. While this process appears to be already underway, its pace can and should be significantly accelerated.
Trade Diversification a) Diversifying Markets
Latin America's trade has predominantly been with the US, the region's traditional and largest trading partner, and Europe. This has begun to change, particularly over the past decade. Over the past 10 years, the sharpest growth of trade in the last decade is with China (26 percent per annum) and India (22 percent), and the slowest growth, with the US (2.2 percent) ( This sharp rise in the region's trade with developing Asia overall-and with China and India in particular-has a number of advantages: it is helping the region to diversify its trade; it is strengthening economic ties with the fastest growing region of the world; it reduces the region's dependence on the mature and slower growing markets in North America and Europe; and, through higher growth of exports, it helps boost the overall economic growth of Latin America.
Continuing to increase its focus on Asia should be an integral part of Latin America's long-term growth strategy.
b) Diversifying into Higher Value-Added Products
The composition of Latin American exports has been considerably less dynamic than the destination of exports; they continue to be dominated by primary commodities and fuels. The region's manufacturing exports are mostly concentrated at the low technology end. The proportion of high technology goods within manufacturing exports for the region as a whole is under 8 percent compared to 30 percent for China and 25 percent for the NICs. With Mexico and Brazil excluded, the proportion falls below that of India (5 percent).
Latin America stands to make significant gains by increasing the value-added of its output and exports and, within manufacturing, to move up the technology ladder-a critical measure for getting out of the middle income trap and making progress toward high income status.
F. Improved Governance, Institutions and Implementation
A closer look at each and every crucial issue facing the region reveals that the underlying problems in each are rooted in poor governance, and that without fundamental improvements in governance it will not be possible to tackle these issues effectively.
Most political scientists equate good governance with democratic governments. In our view, while a democratic political system is indeed highly desirable and Latin America has made marked progress in that direction, governance comprises of many facets that go well beyond the political system. The various facets of governance are intertwined with each other like pieces of a jigsaw puzzle.
As shown by a variety of reliable public opinion surveys-Latin American Barometer, Americas
Barometer and others-political attitudes in the region are generally supportive of a democratic Table  10 For Latin America to pursue a path towards significantly greater prosperity in coming years, it will be crucial to build more effective democratic governance throughout the region. Such a political development is not only consistent with, but essential for, the social and economic policies outlined in this book. It will be important to forge a political system based on consultation, dialogue and consensusbuilding. That formula has proved effective in the case of Chile, and appears to be taking hold and producing positive results in Brazil as well.
Latin America Export Destinations
Democracy Gets the Upper Hand in Most Countries
Such politics needs to be accompanied by an effective political party system characterized by competition. This is the best way to keep political leaders fully accountable, and to yield decisions that respond most effectively to citizens' demands. Alternative models can produce short-term benefits but are rarely sustainable. As globalization intensifies, the governance structures marked by an open party system will best correspond to the region's challenges and needs.
Over the coming decades, expectations are likely to continue to rise among groups that are newly incorporated into Latin America's politics. Sustainable prosperity will be difficult to achieve without being inclusive, reaching out and consulting with such key populations as indigenous and afrodescendant groups. The importance of such a political approach can be seen in the case of Peru, both in the conflicts surrounding the privatizations that took place in 2001 and the ongoing violence Key Issues at National Level Table  11 over natural resources-oil and gas-in the Amazon region. Coherent and responsive party systems, and sound political leadership, are best equipped to anticipate such problems and defuse tensions before they become destabilizing and put ambitious and worthy economic goals at risk.
Another key dimension of effective democratic governance in Latin America involves striking the right balance between national authority and local control. Decentralization is well underway throughout the region. There have been considerable advances. But it is also important to ensure a greater measure of financial autonomy in Latin American cities, while at the same time guarding against antidemocratic practices at the local level. There is no single recipe that applies in all Latin American countries, but decentralization combined with accountability to the local population is a critical area for policy experimentation and reform.
Civil service reform should be of the highest priority to contribute to more effective implementation and necessary continuity of long-term policies that can help produce sustained prosperity in Latin America. The Chilean experience particularly shows the importance of having a low turnover of key administration officials such as finance ministers. The high turnover in many countries is a major obstacle to economic progress. This is essentially a political challenge that will involve incentives and rewards for long-term public service and measures to discourage key appointments being made for short-term political advantage.
In the end, the outcome of any long-term formulation of policies will depend not only on the political environment but also on the ability to implement policies. In addition to the lack of a shared vision, a major difference between Latin America and the successful growth cases of the past has been the lack of adequate implementing structures (formal and informal). The region will have to undergo a transformation to: create a more competent and motivated civil service, geared to the challenges of the next quarter century; engage in a non-adversarial approach to public-private relations, in a cooperative environment; improve the competitive environment of the region; inculcate a stronger code of ethics for the civil service and the private sector, particularly in regards to the conduct of business with the government; ensure effective formulation of priorities and monitoring of results; and promote accountability with a clear system of rewards and punishment for the political system of government.
Of equivalent importance, there is a need for a transformation of the institutional set-up. While Latin America tends to have a sophisticated and generally comprehensive legislative structure, it has a judiciary that does not operate effectively, and is subject to considerable political pressure. Accordingly, the implementation of existing rules and regulations fall short of the requirements of a modern society.
The prevalence of form over substance in the judicial process makes it even more complicated than would be expected under the current circumstances. Aside from the serious flaws in many judicial systems, and the urgent need for reform, there is an equally compelling case to be made for major governmental action on police reform. This has been a relatively neglected area of public policy, but the gap between the gravity of the problem (which, experts claim, shows no sign of abating in coming years) and the capacity of police forces to respond adequately, is growing. Rampant crime and insecurity will continue to limit growth and prosperity in a number of Latin American countries, including Brazil and Mexico. Corruption and lack of professionalism besets police forces throughout the 1 region, and any long-term strategy for significant progress will have to tackle this problem seriously.
Otherwise, the potential for huge strides forward will be jeopardized.
If Latin America is to experience significantly enhanced growth and development in the coming decades it will be critical to build a partnership-in effect, a governance model-that involves a lean, efficient government, a socially conscious, responsible, and modern private sector, and a vibrant and pragmatic civil society. In addition to the political aspects of governance, our own definition of governance comprises of all facets of governance that affect economic management: role and focus of governments; importance given to economic and social development by the top political leaders and policy makers; delivery of quality and universality of basic public services (law and order, rule of law, education and health services); and focus on results and enforcement of accountability.
Latin America should strive to emulate the four characteristics that have distinguished East Asia from other developing regions:
• Sharp and primary focus of political leaders and policy makers alike on economic issues;
• Ability to implement policy decisions;
• Insistence on achievement of results on the ground; and
• Enforcement of accountability.
This can only be accomplished if the region would undertake the required transformation of governance. Specifically, Latin America must transform the following ten facets of governance in order to kick start the economies to achieve higher economic growth and make the societies much more inclusive:
• Make economic and social development the primary focus of the political leaders and policy makers, not just in words but also in reality;
• Reverse the deterioration in political governance, while strengthening democratic institutions
• Make governments smarter, more focused and more credible;
• Decentralize, where possible, both the authority and accountability for most public services to local bodies as close to the people as possible;
• Modernize and make more effective all institutions involved in economic management;
• Reform the civil service to meet the needs of modern economies and of democratic, more open and more inclusive societies;
• Improve the quality, honesty and responsiveness of all public services including the police, judiciary, education and health services;
• Actively promote and enforce competitive markets, break down the dominance of entrenched vested interests, and prevent capture of state organs by big business;
• Inculcate a code of self discipline and ethical behavior within the business community; and
• Implement agreed policies and priorities, monitor results and enforce accountabilities at all levels of government (national, state and municipal).
